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T Business  and  Failures 

5 By  E.  M.  Treat. 


NO  QUESTION  is  so  frequently  and  anx- 
iously asked  as,  “What  will  be  the 
consequences  of  the  restoration  of  peace?” 

Men  prominent  in  the  nation,  and  whose 
views  carry  weight,  have  uttered  opposite  pre- 
dictions of  after-war  conditions.  One  nullifies 
the  other,  and  thus  confusion  is  caused  in  some 
quarters.  This  is  usually  the  case  when  business, 
as  now,  is  upon  the  threshold  of  a radical  change. 
We  should  not,  it  seems  to  me,  obscure  the 
repetitions  of  history  in  the  interest  either  of 
optimism  or  pessimism;  they  are  experiences 
that  neither  enthusiasm  nor  pessimism  obliter- 
ate. There  are  perils  of  prosperity,  the  chief  of 
which  is  an  inflated  confidence,  and  there  are 
perils  of  pessimism,  the  chief  of  which  is  a lack 
of  confidence. 

Preparing  for  the  future  is  altogether  too  im- 
portant a matter  to  the  community  to  be  left 
to  conjecture.  The  consequences  of  natural  hap- 
penings are  not  avoided  in  some  unnatural  way. 
The  law  of  action  and  reaction  cannot  be  over- 
thrown. Business  is  the  fundamental  basis  of 
our  prosperity.  It  must  thrive  in  order  that  the 
people  may  thrive.  Men  know  this;  they  are 
wrapped  up  in  their  business;  their  hearts  are 
centered  upon  it ; they  hope  that  excessive  losses 
will  not  befall  them;  they  dread  failure;  they 
want  to  follow  a course  that  makes  for  safety. 

Ixt  us  have  something  sound  and  solid  upon 
which  to  base  our  conduct,  something  to  encour- 
age and  induce  merchants  to  prepare  intelli- 
gently for  after-war  conditions,  something  to 
avert  serious  harm  to  business,  to  lessen  the 
loss  and  damage  incident  to  a return  to  normal; 
indeed,  to  insure  a safe  return  to  normal. 
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Consider  the  factors  of  safety  and  the  factors 
of  danger,  and  then  resolve  it  all  into  a composite 
which  will  be  helpful. 

The  factors  of  safety  are,  in  part: 

Enrichment  of  a majority  of  the  people  by 
the  war;  stoppage  of  national  waste;  the  Federal 
Reserve  System;  trade  acceptances;  sounder 
accounting  methods;  prospective  sales  of  goods 
to  foreign  countries;  resumption  of  building 
operations;  savings  invested  in  Government 
securities;  greater  demand  for  capital;  shortening 
of  credit  terms. 

The  principal  factors  of  danger  are : 

Cessation  of  war  industries;  a decline  in 
prices;  inability  to  dispose  of  goods  at  a profit 
which  were  bought  at  high  prices;  mercantile 
agency  ratings  based  on  “war-price”  state- 
ments; pressing  more  goods  upon  merchants 
than  they  can  pay  for  in  the  ordinary  course  of 
business;  disposition  to  become  more  indulgent 
in  credits  and  collections;  burden  of  taxation  on 
industry;  dislocation  and  unrest  of  labor;  ina- 
bility to  promptly  reduce  expenses;  failure  to 
accumulate  reserves  for  depreciation;  lessening 
of  borrowing  power  on  declining  assets ; slowness 
in  correcting  extravagant  habits ; temperamental 
characteristics;  and  such  happenings  as  consti- 
tute the  ever  revolving  cycles  of  trade. 

What  then,  is  the  comix)site  of  the  many 
elements  that  enter  into  trade  conditions  and 
from  which  we  may  derive  benefit? 

It  is  commodity  prices  and  commercial  fail- 
ures. They  take  an  opposite  course;  that  is, 
when  prices  and  general  business  increase,  failure 
liabilities  decrease,  and  when  commodity  prices 
and  general  business  decrease,  failures  increase. 
Trade  conditions  do  not  remain  stationary,  but 
whether  they  are  moving  up  or  down,  there  is  a 
point  where  they  will  turn  abruptly. 


The  American  Credit-Indemnity  Co.  requested 
Professor  Warren  F.  Hickernell,  of  New  York, 
to  prepare  and  verify  by  all  available  data,  a 
chart  showing  the  course  of  commodity  prices 
and  commercial  failures  during  the  period  begin- 
ning in  1860  and  ending  in  1918.  The  results 
of  this  investigation  are  herein  presented,  with 
the  assurance  that  they  have  been  accurately 
prepared,  with  a view  of  proper  allowance  for 
various  factors  which  might  have  obscured  its 
lesson. 


The  lesson  is  obvious  and  significant.  The 
prices  of  commodities  began  to  decline  immedi- 
ately after  the  termination  of  the  Civil  War 
and  continued  their  downward  course  during  a 
long  period.  Failures  began  to  increase  at  the 
same  time  and  continued  to  grow  in  number 
and  liabilities  until  about  1875,  and  thereafter 
to  decrease  and  increase  as  indicated  by  the 
chart. 

The  situation  today  is  different  in  many 
respects  from  that  which  followed  the  Civil 
War.  Then  America  was  stripped  of  goods. 
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while  European  nations  had  upon  their  shelves 
accumulated  stocks  of  merchandise  awaiting  a 
market.  Today,  the  world  is  poor  in  goods  and 
every  nation  will  be  compelled  to  devote  its 
energies  to  the  reconstruction  of  its  normal 
industries. 

Imports  into  America  will  increase,  and  the 
tendency  of  all  prices  will  be  downward.  We 
have  become  a creditor  nation,  and  the  interest 
upon  the  debt  due  us  must  be  paid  in  commodi- 
ties. And  moreover,  the  restoration  of  some 
fifteen  million  workers  to  productive  industry 
will  necessarily  result  in  greater  production  and 
a corresponding  decline  in  prices.  The  effect 
of  declining  prices  must  be  increased  commercial 
failures.  Men  fail  in  business  because  they 
cannot  get  for  their  goods  as  much  as  they  paid 
for  them. 

Return  to  normal: 

Failures  during  the  period  of  restoration,  when 
prices  are  being  readjusted  from  the  abnormal 
to  even  the  normal,  will  unquestionably  increase 
and  fall  heavily  in  unexpected  directions,  but 
the  return  to  normal  can  be  made  gradually 
and  safely  by  a common-sense  and  courageous 
conduct  on  the  part  of  merchants  generally. 
This  will  be  necessary,  whatever  the  assistance 
rendered  by  the  National  Government  or  other 
sources  toward  solving  p()st-war  problems.  We 
must  pull  in  the  same  direction  and  pull  together. 

According  to  the  American  Experience  Table 
of  Mortality  at  ages  21  to  31,  the  number  of 
men  dying  per  million  in  this  country  in  a year 
would  be  a little  more  than  8000.  Letters  from 
several  Actuaries  of  Life  Insurance  Companies 
state  that,  in  view  of  the  excellent  precautions 
taken  in  the  camps  and  cantonments,  the  death 
rate  among  the  soldiers,  at  ages  21  to  31  in  the 
Army,  while  in  this  country,  will  be  materially 


less  than  the  rate  expected  for  civilians  in 
general  between  the  ages  of  21  and  31.  One 
Actuary  goes  so  far  as  to  state  that  the  estimate 
of  several  Actuaries  to  the  U.  S.  Government 
was  that  this  8-10  would  likely  be  reduced 
one-half. 

According  to  the  American  Experience  Table 
of  Failures,  the  yearly  average  number 
of  merchants  failing  in  this  country  is  ap- 
proximately 10,000  in  each  million. 

The  safe  course: 

This  excessive  rate  of  failures  among  mer- 
chants will  be  materially  reduced,  if  the  mer- 
chant will  buy  no  more  than  his  financial 
worth  and  prompt  paying  ability  justify  and 
will  sell  no  more  than  the  resources  and  the 
prompt  paying  ability  of  the  purchaser  war- 
rant. This  would  make  him  a prompt  payer, 
a more  careful  and  intelligent  buyer  and  seller; 
he  would  keep  better  account  of  his  stock  and 
the  purchasing  power  of  his  customers — it 
would  strengthen  the  chain  from  producer  to 
consumer. 

Think  of  a merchant  rated  by  a Mercantile 
Agency  in  good  or  fair  credit,  having  goods 
pressed  upon  him  by  salesmen  from  10  to  100 
separate  concerns,  and  buying  more  than  he 
really  needs  and  can  reasonably  hope  to  pay  for 
when  paying  time  comes,  and  thereby  going  into 
debt  all  the  way  from  double  to  ten  times  what 
his  resources  justify!  And  yet  such  was  the 
custom,  with  the  inevitable  result.  The  proof 
of  such  folly  is  easily  found  in  the  bankruptcy 
schedules,  showing  the  names  of  creditors  and 
amounts  owing,  and  in  the  settlements  effected 
at  10,  20,  30  and,  in  rare  instances,  50  cents  on 
the  dollar.  The  human  death  rate  is  reduced 
through  precautions,  and  the  business  mortality 
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can  and  should  be  reduced  by  intelligent  care 
in  buying  and  selling. 

It  is  possible  to  so  conduct  business  after  the 
war  that  the  failure  waste  will  be  greatly  lessened 
from  that  which  obtained  prior  to  and  just 
following  the  outbreak  of  the  European  War  in 
August,  1914.  The  war  time  experiences  of 
enforced  close  buying  and  prompt  paying  con- 
tain valuable  lessons  for  the  future. 

There  is  everything  in  the  present  situation 
to  encourage  and  inspire  merchants  to  prepare 
intelligently  for  future  conditions,  to  take  pre- 
cautions against  loss  of  every  species,  and  thus 
avert  serious  harm  to  business. 

Buy  Wisely,  Pay  Promptly; 

Sell  Prudently,  Collect  Promptly. 

Co3 


Goods  shipped  are  in  greater  peril  than  goods 
in  stock. 


The  consequences  of  natural  happenings  are 
not  avoided  in  some  unnatural  way.  The  law 
of  action  and  reaction  cannot  be  overthrown. 
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Many  a merchant  forgets  that  his  stock  of 
goods  is  of  a fluctuating  value,  that  what  he 
owes  is  of  a very  definite  nature,  while  what  is 
owed  to  him  is  of  uncertain  value. 


Credit  Insurance  performs  an  unusually  im- 
portant function  in  these  times,  by  showing 
what  is  safe  and  imsafe  in  credit  granting,  and 
guaranteeing  against  excessive  losses. 

The  precautions  suggested  by  our  Policy  are 
founded  upon  experience,  and  will  save  mer- 
chants many  losses.  The  premium  charged  is 
but  a fraction  of  one  per  cent  of  the  accounts 
insured. 

Co:) 

The  American  Credit-Indemnity  Co. 

of  New  York 

‘‘WE  PROTECT  YOUR  ACCOUNTS’’ 


Every  manufacturer  and  jobber  should  follow 
a careful  and  conservative  course,  making  pro- 
vision against  every  species  of  loss. 
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There  is  nothing  so  strong  or  so  safe  in  any 
emergency  of  credit  as  The  American’s  Policy 
of  Credit  Insurance. 
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MEMBER 

AMERICAN  BANKERS 
ASSOCIATION 


OR  full  information 
about  protecting 
investments  in 


your 

book  accounts,  write  to 

THE  AMERICAN 
CREDIT  - INDEMNITY 
COMPANY 

ST.  LOUIS,  MO. 
or  to  any  of  its  agencies  in 
the  principal  cities.  0'  iff 


